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Economic Perspective 
THE CAR PRICE COM? 
by David Bell, Fraser of Allander Institute8 
British car buyers are beginning to wonder whether they are the victims of a 
gigantic con trick. Car prices in Europe, they are told, are far lower than 
they are in the UK. Yet we apparently live inside a free trade area, namely 
the EEC, within which the market should force rough price equality after 
allowing for transport costs. Thus it seems that the British car buyer is 
being duped by the producers into paying far more for a new car than his 
continental cousins. 
A straightforward comparison of British prices with those in the Federal 
Republic of Germany converted at the current exchange rate, certainly shows 
some massive price differentials. Some examples are shown in the Table 
below: 
UK Price West German Price 
Ford Granada 2.0 GL 4dr. 8828 4436 
Toyota Corolla 1.3 GL 4dr. 4252 2895 
VW Passat 5966 3480 
BMW 528i 12355 7196 
Jaguar XJ6 14729 9157 
Renault 18 TL 4578 3318 
UK prices include Car Tax and VAT 
West German prices include motor tax (13?) and are converted at 
4.28 marks to the pound. 
Even allowing for some adjustments due to discounts, delivery costs etc., 
there are undoubtedly wide price differentials between Britain and West 
Germany in favour of the Germans. These differentials apply whether the car 
was produced in the UK, in Germany, in the rest of the EEC or imported from 
outwith the EEC. They cannot therefore be ascribed to distance from 
markets. Rather, the implications is that producers regard the British 
market as a 'soft touch', where consumers are prepared to pay over the odds 
and profits well above the norm for the rest of the EEC can be made. 
*The views expressed are those of the author and not necessarily those of 
the Fraser of Allander Institute. 
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The r e s p o n s i b i l i t y for t h e c r e a t i o n of t h e d i f f e r e n t i a l s seems t o l i e 
somewhere between the B r i t i s h car producers and the government. Domestic 
m a n u f a c t u r e r s have a l w a y s a rgued t h e need fo r a p r o f i t a b l e home marke t on 
which t o b a s e t h e i r e x p o r t d r i v e . Only Ford seems t o be aware of t h e 
g rowing r e s i s t a n c e to B r i t i s h p r i c e s , c l a i m i n g t h a t i t i n s p i r e d a r e c e n t 
p r i c e c u t . The g o v e r n m e n t , f e a r i n g t h a t some of t h e s e companies might 
c o l l a p s e complete ly i f prevented from charging high margins in the UK, have 
acquiesced to widening p r i c e d i f f e r e n t i a l s . Rather than unde rcu t t i ng t he se 
p r i c e s , and run t h e r i s k of be ing accused of d e s t r o y i n g t h e B r i t i s h c a r 
i n d u s t r y , impor t e r s have accepted the going p r i c e s t r u c t u r e , happi ly t ak ing 
home a much higher u n i t p r o f i t than they could expect in t h e i r o ther major 
European marke t s . 
While t h e EEC seems t o be t a k i n g t h e f i r s t s t e p s toward f o r c i n g a g r e a t e r 
d e g r e e of c o m p e t i t i o n w i t h i n t h e UK c a r m a r k e t , t h e r e i s no i m m e d i a t e 
p r o s p e c t of a d r a s t i c r e d u c t i o n in B r i t i s h p r i c e s . I t i s t h e r e f o r e wor th 
examining what are the o v e r a l l e f f e c t s of the p r i c e d i f f e r e n t i a l s on the UK 
economy. As a f i r s t s t e p , t h e r e f o r e , l e t us make an e s t i m a t e of t h e i r 
m a g n i t u d e . In 1981 a p p r o x i m a t e l y 1.5 m i l l i o n c a r s were so ld in t h e UK. 
Assume (very c o n s e r v a t i v e l y ) t h a t the UK p r i c e averaged £1000 more than the 
go ing p r i c e in t h e r e s t of t h e EEC. Then UK b u y e r s pa id a t l e a s t £1.5bn 
more than they would have had EEC p r i c e s p r e v a i l e d . This i s about one and a 
ha l f t imes the value of the \% r educ t ion in the Nat ional Insurance surcharge 
announced a t the l a s t Budget. Those b e n e f i t t i n g from the high p r i c e s were 
the car p roduce r s , both the impor te r s who claimed 55? of the market in 1981, 
and the domest ic manufac tu re r s . Those su f f e r ing were companies (39% of ca r s 
were r e g i s t e r e d in a company name during 1981) and p r i v a t e car buyers . 
Thus, the maintenance of high UK p r i c e s a c t s as an i n c e n t i v e for impor t e r s 
t o expand t h e i r s h a r e of t h e m a r k e t , w h i l e r e s t r i c t i n g i t s o v e r a l l s i z e . 
Al though BL, Ford e t c . b e n e f i t in a d i r e c t manner from high p r i c e s , t h e s e 
very p r i c e s make i t more d i f f i c u l t f o r them t o m a i n t a i n or expand t h e i r 
volume w i t h i n t h e m a r k e t . Consumers e i t h e r d e c i d e not t o buy new c a r s or 
have l e s s t o spend on o t h e r goods . Companies u s i n g c a r s , f o r example t a x i 
f i r m s , have higher c o s t s and probably lower p r o f i t s than would o therwise be 
the case . They too may r e s t r i c t t h e i r purchases of c a r s . 
Given t h a t S c o t l a n d no l o n g e r p r o d u c e s any c a r s , i t i s d i f f i c u l t t o see 
what, i f any, b e n e f i t s can be derived from the s t a t u s quo. People in r u r a l 
a r e a s e i t h e r f i nd i t more e x p e n s i v e to buy a ca r or go w i t h o u t . Indeed i t 
might be a rgued t h a t a r e d u c t i o n in c a r p r i c e s could have as b e n e f i c i a l an 
e f f e c t on the r u r a l economy as a l l the s u b s i d i e s paid to bus companies and 
o the r forms of t r a n s p o r t . S c o t t i s h f i rms gene ra l ly need to t r a v e l more than 
t h e UK a v e r a g e to r e a c h t h e i r m a r k e t s and must t r y to pa s s on t h e i r h i g h e r 
t r a n s p o r t c o s t s . 
There may be g rounds fo r s u p p o r t i n g UK p r o d u c e r s . BL a l r e a d y r e c e i v e s 
massive government suppor t . But the grounds for extending t h i s support by 
a l l o w i n g c a r p r i c e s t o r i s e above t h e c o m p e t i t i v e l e v e l s a r e by no means 
c l e a r cu t . Car buyers su f fe r s i g n i f i c a n t l y as a r e s u l t whi le impor te r s are 
given an i n c e n t i v e to expand t h e i r market p e n e t r a t i o n . I t i s not c l e a r t h a t 
any b e n e f i t s to producers from higher p r i c e s outweigh these d i sadvan tages . 
I t does seem, however, t h a t the S c o t t i s h economy would b e n e f i t i f ca r s were 
pr iced as c o m p e t i t i v e l y here as they are on the c o n t i n e n t . 
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